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KEY ECONOMIC INDICATORS - TURKEY 
All values in million US$ 
unless otherwise stated 


NATIONAL INCOME AND 1/ 
EMPLOYMENT ($ billions) 


GNP at current prices 
GNP at constant 1968 prices, of which 
Agriculture 
Industry 
Other 
Population (millions) 
Per capita GRP at curgent prices ($) 
Employment (millions) 3/ 
Average unemployment rate (7) 
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MONEY AND PRICES 


Money supply (TL mil.) (1974 Oct) 53,253.0 70,528.0 
External debt (repayable in foreign 

exchange (1974 June) 2,300 

8 


.0 2,654.0 
Central Bank rediscount rate (%) 0 


8.75 


Wholesale price index (1963=100) 199.3 240.1 
Ankara cost of living (1968=100) 4/ 151.2 176.3 


Istanbul cost of living (1968=100) 149.1 172.1 


BALANCE OF PAYMENTS AND TRADE 


Gold and foreign exchange reserves 
Worker remittances (1974 Jan-Oct) 
Exports (FOB) (1974 Jan-Oct) 
U.S. share (1974 Jan-Aug) 
Imports (CIF) (1974 Jan-Oct) 
U.S. share (1974 Jan-Aug) 


Exchange Rate: 


$1 = TL 14.00 in 1972, 1973, through May 13, 1974; 
$1 = TL 13.50 May 14, 1974 - September 18, 1974; 
$1 = TL 13.85 since September 19, 1974. 


National income data are provisional and based on July 15, 1974 final provisional 
estimates, the latest available. 

Active labor force, including workers abroad and military/gendarmerie. 

Officially reported data. 

Annual average 1972 and 1973; figures exclude rent factor. 


1974/same period 1973. 


Preliminary 





SUMMARY 


The Turkish economy is continuing the relatively good growth and 
expansion that has been generally maintained over the past ten years. 
Nevertheless, the high rate of inflation that has been experienced for 
several years rose even more sharply during 1974 with price indices 
increasing by 25 to 30 percent. The virtual suspension of recruitment 
of Turkish workers for jobs in Western Europe has put additional 
pressure on the persistent high level of unemployment. Remittances 
from migrant workers, nevertheless, increased by better than 20 
percent during 1974. Despite this inflow of foreign exchange, Turkey's 
foreign exchange reserves which had been in a fairly strong position 
for several years were drawn down in the final quarter of 1974. This 
was attributable to a rapidly deteriorating trade position. The value 
of imports surged upward reflecting both expanding requirements and 
large price increases. Exports were weakened, largely because 
Turkey's domestic prices have for various reasons outpaced world 
market prices. The political scene has been marked during most of 
the past year by uncertainty that may lead to the holding of new elec- 
tions in 1975. The TFY 1975 Budget was presented in the midst of 
efforts to deal with the government crisis. Under the circumstances, 
the budget does not introduce new programs but is aimed at continued 
development and economic stability. 


Turkey offers a growing market for a wide range of intermediate and 
capital goods and engineering and consultant services in connection 
with projects for economic development. U.S. firms will require 
aggressive marketing efforts in order to meet strong competition. 

An interministerial group has been studying all aspects of foreign 
investment. This review may be used as the basis for a clarification 
of government policy regarding foreign investment. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Uncertainty over Government 


The political scene in Turkey has been marked during most of the 
past year by uncertainty that may ultimately lead to the calling of 
new elections during 1975. The current uncertainty may be traced 
back to the elections in October 1973 in which no party received a 
majority of seats in Parliament. After three and a half months of 
negotiations among the principal parties and the failure of a number 
of efforts to put together a government, a coalition government was 
finally formed in February between the Republican People's Party 
(RPP), which won the largest number of Parliamentary seats, and 
the pro-Islamic National Salvation Party (NSP). Differences between 
the coalition partners became evident almost from the time the 
Government took over. In the subsequent session of Parliament, 
because of sharp disagreements between the partners, virtually none 
of the social, economic, financial, or political reforms announced in 
the coalition's parliamentary program could be enacted. Among the 
measures left in abeyance were proposals for tax reform, banking, 
establishment of new credit facilities, basic mining legislation, 
establishment of a new "'people's'' investment sector, and other 
legislation extending social benefits. 


Following the events of the Cyprus crisis in July and August 1974, 
Prime Minister Ecevit (the RPP leader) announced that because of 
continued serious differences between the partners the coalition would 
be ended. After two months of efforts by the political parties to form 
a government had failed, Professor Sadi Irmak, a non-partisan 
figure, formed a "'technician'' government on November 17. Most of 
the ministers in the new government were non-political individuals 
from outside of Parliament. Parliament by a wide margin on 
November 29 refused to approve the Irmak Government, which 
nevertheless will remain in a caretaker status until some better 
solution emerges. 


It seems likely that the political picture will continue to be marked 
by uncertainty unless a firmly-based coalition can be put together. 
New elections appear to be a possibility during 1975, but it is not yet 
clear that the formation of a government would as a result be any 
easier. Meanwhile, the most urgent issues are being handled by a 





caretaker government. Despite the uncertainty which has attended 
the political scene during the past year, all political activity has 
been carried out in accordance with constitutional processes. There 
have been disorders among students on a variety of issues, but there 
has been no significant threat to public order or stability within 
Turkey. 


Economic Expansion Continues 


The Turkish economy is continuing the relatively good growth and 
expansion which has been maintained generally during the past ten 
years, even though unemployment remains high and inflationary 
forces have been rising sharply. The current Third Five Year Plan 
(1973-1977) aims at a very ambitious rate of domestic saving and of 
investment in both the public and the private sectors. It places heavy 
emphasis on rapid industrialization, particularly through development 
of domestic minerals and energy resources, establishment of inter- 
mediate goods industries, and production of import-saving capital 
equipment. 


Preliminary data indicate that Turkish GNP will record an increase 
of 7.5 percent in real terms for 1974 as compared to real growth of 
5.5 percent during 1973. The industrial sector will show growth of 
8.1 percent, considerably lower than the expansion of 13.4 percent 
during the year earlier. The agricultural sector, on the other hand, 
is expected to record an increase of 6.9 percent, versus a decline 
of 10 percent during 1973. 


Substantial increases in Turkey's electrical generating capacity have 
been completed or are under way as well as expansion of the major 
power transmission system. The Keban hydroelectric power plant 

at Elazig began operation in September and by the end of 1974 four 

of its 150 MW units are expected to be installed. With the recent 
opening also of the Seyitomer 300 MW lignite plant, Turkey's electri- 
cal generating capacity increased by 25 percent during 1974. Never- 
theless, a series of breakdowns in the Keban, Gocekaya and Seyitomer 
plants threatened a continuation of a power shortage until early in 1975. 
First priority in the nation's developmental efforts is being given to 
the 1,200 MW Elbistan lignite project scheduled for start up in 1978- 
79. Preliminary studies are being made looking towards construction 





in the near future of Turkey's first nuclear power plant. Plans are 
proceeding for construction of the Turkish section of a pipeline to 
carry crude oil from Kirkuk, Iraq to Iskenderun, with related port 
facilities at the latter point. The Government has decided that work 
on the Turkish section of the project should begin even though its 
agreement with the Government of Iraq regarding the joint project 
has not been ratified by the Turkish Parliament. 


Problems of Inflation and Unemployment 


Although the Turkish economy has continued to expand, it faces 
problems of a very high rate of inflation and of persistent unemploy- 
ment. During 1974, prices have risen even more sharply than during 
1973. The wholesale price index at the end of the third quarter was 

30 percent above a year earlier and consumer prices were up by 25 
percent. Contributing to the price rise were notably the threefold 
increase in the price of imported crude oil, higher prices for imports 
of virtually all basic commodities and capital goods, domestic wage 
settlements with increases averaging 25 to 45 percent, higher support 
prices in Turkey for agricultural products, and a substantial increase 

in prices approved by the Government in February for seven basic 
commodities produced by state enterprises. The Government announced 
several measures early in September intended to have an anti-inflationary 
impact, i.e., increases in interest rates on deposits to encourage 
saving and lowering of reserve requirements against medium-term 
credits to encourage investment. 


Unemployment in Turkey, officially reported around 11 percent of 

the labor force, has been held in check in recent years by opportuni- 
ties for employment abroad. Approximately one million Turkish 
workers are employed in Western Europe, mostly in Western Germany. 
During 1973, 135,000 Turkish workers were recruited for such jobs. 
An economic slowdown in Western Europe, attributable to consequences 
of the energy crisis, has caused a drastic reduction in the recruitment 
of new Turkish workers abroad during 1974. This cutback in job 
opportunities abroad has already caused the domestic unemployment 
rate to edge upward in 1974. There is concern that continuation of 
higher than usual unemployment in Western Germany and other 
countries which employ Turkish workers could eventually result in 

the repatriation of significant numbers of them. This would further 





exacerbate the domestic unemployment picture. However, there 
have been no indications that significant numbers of Turkish workers 
will be returned to Turkey. 


The biennial round of collective bargaining, which started early in 
1974, has been mostly completed in the public sector and in certain 
industries in the private sector. The settlements reached were con- 
paratively high for both sectors, with wage increases of between 25 
percent and 45 percent per year in each two-year contract. The high 
cost settlements were in line with Government policies, both to im- 
prove incomes of low-income groups and to compensate workers for 
higher consumer prices. However, employer groups continue to 
express concern over the increasingly higher wage settlements. 

The Employers Organization has pressed for speedy establishment 

of the Wage Income Council proposed under Turkey's current develop- 
ment plans. Employer spokesmen assert that a nationwide wage policy 
is necessary to reduce the danger of an ever increasing rate of infla- 
tion. 


In April 1975 an estimated 250, 000 industrial workers will first be- 
come eligible for retirement under Turkey's major social security 
system. The Old Age Insurance/Retirement System which was estab- 
lished in April 1950 provides pension benefits after 25 years service. 
The number that may actually take advantage of the opportunity to 
retire in 1975, however, is estimated to be from 150-200,000. Sub- 
stantial payments out of the Social Insurance Fund will require some 
rearrangement of Turkish Treasury Department financing. The 
Treasury has in the past borrowed roughly half of the Social Insurance 
Organization's yearly funds, through sale of bonds, for financing cer- 
tain developmental projects and other purposes. 


Balance of Payments Weakens 


During the second half of 1974, there was a marked deterioration in 
Turkey's balance of trade. During the fourth quarter, the foreign 
exchange reserves have been drawn down significantly. For the first 
ten months of 1974, Turkey's imports have surged 73 percent in value 
ahead of the same period of last year. The increase represents to 
some extent the growing requirements of capital goods and materials 
to continue Turkey's development, as well as to meet the needs of an 
expanding economy. However, the greater part of the very large 





increase in value of imports is simply due to the much higher price 

of needed items. Turkey's exports have increased in value by only 

20 percent for the first ten months of 1974. Consequently, Turkey's 
deficit on trade may reach $1.8 to $2.0 billion for the entire 12 
months of 1974 compared with a deficit on trade of $750 million during 
1973. 


Turkey's balance of payments is helped, however, by the substantial 
inflow of remittances from workers abroad. For 1974, these receipts 
will reach almost $1.5 billion versus $1. 2 billion during 1973. 
Turkey's reserves of gold and foreign exchange were built up strongly 
during 1972 and most of 1973. They reached $2 billion in August 1973 
and held fairly steadily just in excess of that figure for 14 months 
thereafter. In October 1974, however, the reserves dropped below 
$2 billion, and they may be drawn down further in the year ahead. 
Moreover, its reserves, even while they remained approximately 
level, each month represented a less comfortable cushion when viewed 
against the surging value of Turkey's imports. With reserves now 
equivalent to less than six months of projected 1975 imports, Turkey 
is nevertheless relatively better off than many other developing 


countries. However, with its domestic prices rising more rapidly 
than those of most of its trading partners, Turkey's international 
payments position will require careful attention in the year ahead. 


While exchange rates for the world's major currencies have been float- 
ing on international markets, the rates for the Turkish lira with other 
currencies are set by the Central Bank. Exchange rates for the lira 
have been adjusted relatively infrequently during the past two years 

to take account of changes in cross rates between major currencies in 
world markets. In May 1974, the rate was adjusted from TL 14 to 

TL 13.50 per U.S. $1.00 in line with a decline of the dollar in relation 
to other major currencies. On September 21, the rate for the dollar 
(and correspondingly for a few other currencies) was adjusted again 
from TL 13.50 to TL13.85 in response to a strengthening of the dollar. 
During November, the Central Bank made several further adjustments 
in the rate of the Turkish lira with various, mainly Western European, 
currencies. The Government is apparently prepared now to make 
more frequent changes than in the past in the TL rate for the dollar 
and/or other currencies. 


On September 20, the Ministry of Finance announced a series of 
measures to permit Turkish banks to hold and deal in foreign exchange. 





The authorized banks are now permitted to hold balances of foreign 
exchange within specified limits or to maintain deposits in foreign 
exchange in correspondent branches abroad. They may use their 
foreign exchange holdings for a variety of transactions, which have 
been specified, such as for extending hard currency credits to cover 
import requirements of goods or services for developmental projects 
in Turkey. The new measures were presented as steps in the direc- 
tion of exchange liberalization and eventual currency convertibility. 
They were also stated to have been adopted in line with Turkey's 
obligations under the International Monetary Fund and the transition 
measures necessary to prepare Turkish institutions for eventual full 
membership in the European Economic Community. Turkish banks 
were interested in the new possibilities for dealing in foreign exchange, 
but were not prepared immediately to move into such activities. 


Other Economic Areas 


Agricultural production during 1974 recovered from the low levels of 
1973 but was still less than the bumper crops of 1971 and 1972. Due 
to inadequate rainfall, the wheat crop fell much below earlier hopes 
and expectations. Cotton, sugarbeets, citrus, and tobacco production 
rose. To some extent this was due to greater cultivation in response 
to the continuing rise in domestic price levels for these commodities. 
In line with a Government policy of helping to raise incomes in agri- 
culture, there were significant increases in Turkish support prices 
for major agricultural commodities, including cotton, tobacco, 
filberts, raisins, and grains. The higher prices should help to 
counter the ever increasing costs of agricultural inputs such as 
fertilizers, machinery, and pesticides. Nevertheless, as the year 
progressed it appeared that domestic prices were outpacing the rise 
in world prices. This brought a lessening of export sales for some 
Turkish commodities. During the year, the Government liberalized 
its import policies to allow greater imports to counter shortages of 
butter and margarine. It also expanded its import program for dairy 
cattle to counteract shortages and higher prices for dairy products. 


As the year 1974 nears its end, there is no firm indication as to 
prospects for agricultural production during 1975. 


The Turkish military intervention in Cyprus during July and August 
1974, and the continued presence on that island of Turkish military 
forces and related administrative activities, has added substantially 





to expenditures under the 1974 budget and will require a supplement- 
ary budget authorization. It has been roughly estimated by non- 
official sources that these additional expenditures will reach $1 
billion by the end of 1974, equivalent to 16 percent of total expendi- 
tures approved under the existing budget for 1974. Government 
officials expect that most of the additional expenditures, incurred 
because of the Cyprus operations, will be financed by a domestic 
bond issue. (In September, the Government offered for sale an issue 
of tax-free bonds paying 11 percent interest to raise approximately 
$420 million for which provision was made when the budget was 
approved to cover the gap between normal receipts and expenditures. 
Requirements for financing the Cyprus operations will be additional 
to this amount. Sale of the September bond offering was nevertheless 
far below expectations.) Apart from the eventual need for supple- 
mental financing, and the interruption to domestic and international 
air services, telecommunications, etc., during the active phases of 
military operations in Cyprus, business and commercial activity has 
not been significantly affected by the continuation of the Cyprus crisis. 


Although it had failed a few days earlier to obtain a vote of confidence 
from Parliament, the Irmak Government presented to Parliament the 
proposed budget for Turkish FY 1975 (March 1975-February 1976). 
The budget was presented on November 30, just meeting the deadline 
established under the Turkish Constitution. The new budget calls for 
expenditures of $7.75 billion, an increase of 28 percent over expendi- 
tures originally approved in the TFY 1974 budget. The new budget 
was described by the Minister of Finance as a ''stability budget'' aimed 
at continuing economic development, improving social security, and 
contributing to economic stabilization. In view of the background of 
uncertainty over the formation of a government, the budget does not 
contemplate significant new programs. The increase of 28 percent 

in proposed budgetary expenditures during TFY 1975 does little more 
than keep pace with the sharp rise in prices in Turkey during the past 
year. 


Business circles have continued to be concerned by the lack of medium- 
term and longer term credits for private investment in contrast with 
the relatively, at least, easier availability of such credits for the 
Government sector. Private sector spokesmen thus reacted favorably 
to the recent announcement of measures to increase availability of 
medium term credits but would like assurance of some more regular 
arrangement. Businessmen are moreover becoming increasingly 





-ll- 


apprehensive over the persistently high rate of inflation, increased 
costs of labor and raw materials, and occasional shortages of some 
raw materials. The private sector is also concerned that uncer- 
tainty regarding the formation of a government will handicap efforts 
to deal with inflation and lagging investment in some sectors. 


IMPLICATIONS FOR THE UNITED STATES 
An Expanding Market for Exports 


Turkey offers a growing market for a wide range of intermediate and 
capital goods and engineering and consulting services in connection 
with projects for economic development. The current Third Five 
Year Plan 1973-77 aims at average growth of GNP of 7.9 percent and 
of industrial output by 12 percent annually. The Plan encompasses 
development in both the private and state owned sectors. It aims 
particularly at rapid development of domestic mineral and fuel 
resources, intermediate goods industries, and import saving invest- 
ment goods. The Plan also aims at expansion and improvement of 
basic infrastructure, an increase of agricultural output, and more 
processing in Turkey of domestically produced commodities. In addi- 
tion to the financing available from Turkey's domestic resources, the 
International Bank for Reconstruction and Development (IBRD) has 
been making available from $150 to $200 million annually in loans to 
support development projects in Turkey. Among the most favorable 
opportunities for sales of goods and services are those relating to 
thermal and hydroelectric power plants; petroleum and mineral 
exploration; ore processing plants; food processing and handling faci- 
lities; establishment of chemical, petrochemical, fertilizer, pulp, 
and paper plants; and modernization and expansion of railroad and 
highway transportation facilities. 


With the high quality and known reliability of performance of their 
products, U.S. businessmen can gain a growing share of Turkey's 
expanding import needs. It should be recognized, however, that for 
many lines of equipment the assurance of adequate arrangements for 
servicing is essential if repeat sales are to be expected. 


Closer Ties by Turkey with EEC 


In seeking a market in Turkey for their goods and services, U.S, 
businessmen must be prepared to meet strong competition, particu- 
larly from firms located in the nine countries of the European 
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Economic Community. Firms from the Community are well estab- 
lished in the Turkish market. They now account for about 55 percent 
of Turkey's imports whereas the United States currently supplies 10 
percent. 


Turkey has since 1964 had an agreement for association with the EEC. 
Under a protocol signed in 1973, the Turkish Government has embarked 
on a transitional period for a gradual alignment of Turkey's external 
tariffs reciprocally between Turkey and the Community. Approximately 
half of Turkey's tariffs on industrial goods coming from the Community 
will be eliminated, by means of regular annual reductions, after 11 
years. The remaining tariff, on items where imports from the Commu- 
nity might cause serious problems for established Turkish industries, 
will be phased out over a period of 22 years. 


Foreign Investment Policy under Review 


Turkish Government policy and existing legislation welcomes foreign 
investment provided that it responds to its national interests. Proposals 
for investment have in recent years been carefully examined, before 
approval, to ensure that they contribute positively to economic develop- 
ment, do not displace established Turkish enterprises, contribute to 
exports, introduce new technology, and do not entail a monopoly. 
Potential investors have reported considerable delay and difficulty in 
processing their investment proposals with the interested Ministries 
and agencies before Government approval could be obtained. The 
Program of the RPP-NSP coalition government which took office in 
February 1974 indicated that foreign investment would continue to be 
encouraged under certain conditions but would be kept under close 
scrutiny. In particular, the Program stated that the ''State's power to 
direct the economy would be meticulously safeguarded" and that profit 
transfers with respect to foreign capital would be held to ''reasonable 
levels". Subsequently, an interministerial group is understood to have 
begun a study of all aspects of foreign investment with a view to clari- 
fying and confirming Government policy on this issue and making 
appropriate changes. This review was not completed before the coali- 
tion government broke up in September 1974. Nevertheless, it is 
expected that the work already done may serve as the basis for exposi- 


tion of the policy regarding foreign investment under a new government. 
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